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On September 5, 1989, I spoke with Arthur G. Kidman, attorney 
for the Upper San Gabriel Valley Municipal Water District. On 
behalf of his client, Mr. Kidman asked whether a board member, who 
is also an employee of a retail water company within district 
boundaries, should disqualify from participating in a decision to 
lower the water rates charged to retail water distributors. 

Retail water distributors are regulated public utilities. It 
appears that any increase or decrease in water costs is passed 
directly to the consumer. (PUC 792 and 792.5.) We have provided 
written advice on the subject of energy utilities which are 
heavily regulated (See Damesyn Advice Letter, No. A-84-111) but 
not on the subject of water distributors. 

I advised Mr. Kidman that the matter was too complex to 
resolve with a telephone call and that the public official should 
disqualify from participating in the decision due to an apparent 
conflict of interest under 18702.1 (nexus) and 18702.2. 
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Upper San Gabriel Valley 
Municipal Water District 

11310 East Valley Boulevard 
El Monte, California 91731 

EHRENS 

Re: Conflict of Interest Advice Concerning Rates 

Dear Bob: 

WARREN FINLEY 

FAX:7:4) 755-3110 

This letter is to confirm advice that I provided to the Board 
of Directors at its regular meeting of September 6. An issue was 
raised at that meeting, and at the August 2 meeting, concerning 
whether Upper San Gabriel Valley Municipal Water District's ("USG") 
Director Nicholson should abstain from voting on questions 
involving the establishment of water rates. Specifically, the 
Board was considering how to implement a seasonal storage pricing 
program recently adopted by the Metropolitan Water District of 
Southern California ("MWD"). Under one proposal, USG would reduce 
some of its water rates in conformity with MWD's seasonal storage 
program. An alternate proposal would have USG leave its rates as 
they are and retain the differential between the USG rate and the 
MWD rate in a special fund to be used for Basin improvements, 
probably water quality improvements. 

The conflict of interest issue arises from the fact that Mr. 
Nicholson is an officer, investor, and employee in the San Gabriel 
Valley Water Company ("Company"). The change in water prices under 
consideration would affect the cost of groundwater replenishment 
service to the Main San Gabriel Basin Watermaster and it is 
foreseeable that USG's decisions will be reflected in watermaster 
assessments. This, in turn, will affect the Company's cost to 
produce water to be served to its customers. Since the Company is 
one of the largest groundwater producers in the Basin, it is 
foreseeable that the dollar amount of this cost change will be 
SUbstantial. 

adv the Board that there no answer the 
question of whether Mr. Nicholson's participation in the discussion 
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and dec ion on these water rates questions creates a conflict of 
interest. After a lengthy explanation of the tension between some 
definitions in the Regulations of the Fair Political Pract 
Commission ("FPPC") and state statutes and Regulations governing 
public utility pricing, I advised that it may be risky for Mr. 
Nicholson to vote but that I could not rule conclusively that he 
is disqualified from voting. Mr. Nicholson has indicated to me an 
understanding of the risks involved and I am aware that he has been 
advised by his own legal counsel on this matter. 

I did advise that based upon logic and my own legal reasoning, 
I find the argument advanced by Mr. Nicholson's attorney to be 
persuasive. It appears that under state law, the Company is 
required to pass production cost savings on to its customers. Thus 
it appears rather conclusive that a decision by USG to change water 
rates will not have any material financial effect on the Company. 
The FPPC Regulations, however, establish thresholds for determining 
material financial effect based upon changes in gross revenues 
and/or changes in expenses. Consequently, the logical conclusion 
that there can be no material financial effect on the Company is 
at odds with the express wording of the FPPC Regulations. 

I have discussed this issue with an attorney in the Legal 
Division staff of the FPPC, but was unable to get definitive advice 
because of time constraints. I did get an indication that the 
issue is probably one of first impression, but the argument that 
there no conflict of interest seems persuasive. The matter is 
so complex, however, that at minimum, an FPPC legal staff 
conference would be required to render informal advice, and a more 
formal request for written advice would be preferred. The process 
of obtaining formal written advice might require 30 days. 

For your records, I am enclosing a staff memorandum from this 
office which was sent to the FPPC. The memorandum, in a very 
summary fashion, lays out the legal arguments involved in this 
situation. 

The Board concluded that it could not wait 30 days for a 
resolution of this matter because of time constraints involved in 
the Watermaster setting assessments and the producers adjusting 
their own water rates. The proceeded with the issues. The 
proposal for USG to retain the rate different for a water 
facil fund lost on a 2 to 3 vote, with Mr. Nicholson voting 
in the ty. If h vote was not counted, the motion to adopt 
the would have sti fa led on a 2 to 2 vote, s 3 
a f votes are for the USG to 

ition. The proposal to change USG water rates to pass 
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through the MWD seasonal pricing program was adopted on a 3 to 2 
vote, with Mr. Nicholson again in the majority. If Mr. Nicholson's 
vote were not counted, that proposal also would fail. 

Many public agency attorneys would have advised that Mr. 
Nicholson should abstain in order to err on the side of caution. 
I have certainly rendered that type of advice myself. In this 
circumstance, however, I was persuaded that (1) the answer to the 
conflict of interest issue was not clear, though I think the 
argument against a conflict of interest is persuasive: (2) advice 
to abstain might have created a very ambiguous situation since 
neither proposal could have been adopted: and (3) Mr. Nicholson was 
well advised concerning the risks involved and he felt that he had 
no conflict of interest and had a strong desire to participate in 
this important public policy issue. For these reasons I felt it 
would have been very inappropriate to rule as a matter of law that 
Mr. Nicholson was disqualified from voting or that his vote should 
not be counted. 

There was indication from one member of the audience that we 
may not have heard the last of this issue in that a complaint may 
be filed with the Enforcement Division of the FPPC. Though I hope 
that this does not occur, it seems to me that all parties concerned 
have been properly forewarned. 

Please call if anything occurs to you that should be pursued 
in connection with this matter. 

AGK/rb 
Enclosure 
cc: Blanca Breeze 

Legal Division, FPPC 

Very truly yours, 

McCORMICK, KIDMAN & BEHRENS 

~ Arthur G. Kldman 
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DOUGLAS J. EVERTZ 

MEMORANDUM 

SUMMARY TO BE PRESENTED TO FPPC RE DISTRICT'S VOTE ON 

WATER PRICING POLICY 

DATE : AUGUST 31, 1989 

================================================================ 

FACTS TO BE PRESENTED 

This law firm represents the Upper San Gabriel Valley 

Municipal Water District ("District"). The District is a water 

wholesaler. One of the District's directors is an officer, 

investor and employee of a retail water company ("Companyll) which 

sells to consumers. The District is considering a pricing policy 

change which would indirectly but foreseeably affect the cost of 

water produced by the Company. The cost change, however, will pass 

directly to the Company's consumers as required by Public utility 

Commission Regulations, and will have no foreseeable financial 

effect on the Company itself. 

ISSUE TO BE RESOLVED 

Whether the director has a "material financial interest" in 

the District's consideration of the water pricing policy change? 

For the reasons described below, our preliminary opinion is that 

the director does not have a "material financial interest" in the 

decision because under state statutes and regulations governing 

regulated public utilities, any change in water production costs 
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automatically will be off set by a corresponding change in water 

revenue so that there is no net change in the Company's rate of 

return or profitability. Accordingly, we believe that there would 

be no conflict of interest if the director were to participate in 

the decision. 

ANALYSIS 

The pertinent sections of the Political Reform Act are 

Government Code sections 87100 and 87103. Government Code section 

87100 provides: 

"No public official at any level of state or 

local government shall make, participate in 

making or in any way attempt to use his 

official position to influence a governmental 

decision in which he knows or has reason to 

know he has a financial interest." 

Government Code Section 87103 provides in part: 

"An official has a financial interest in the 

decision within the meaning of section 87100 

if it is reasonably foreseeable that the 

decision will have a material financial 

effect, distinguishable from its effect on the 

publ generally, on the or a member 

of his or her immediate family or on: 

(a) Any business entity in which the 
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public official has a direct or 

indirect investment worth $1,000 or 

more. 

(d) Any business entity in which the 

public official is a director, 

officer, partner, trustee, employee, 

or holds a position of management." 

For the sake of simplification, it may be assumed that the 

director is an investor, officer and employee as described in 

Government Code section 87103(a) and (d). As stated above, the 

only issue is whether the director has a material financial 

interest in the decision. 

2 Cal. Admin. Code §18702 sets forth the criteria to be used 

in determining whether a governmental decision will have a 

material financial effect on the governmental official. 

18702 provides in part: 

"(a) Specific Rules. 

regulations, governing 

The 

specific 

following 

types of 

governmental decisions which affect certain 

specific types of economic interest, shall be 

utilized in determining whether the reasonable 

foreseeable effects of the decision will be 

material with respect to the economic 

interests. 
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(2) Economic Interest Indirectly 

Involved in the Decision: 

(A) Business entities-section 

18702.2 •••• " 

2 Cal. Admin. Code §18702.2 provides in part: 

"The effect of a decision is material as to a 

business entity in which an official has an 

economic interest if any of the following 

applies: 

(g) For any business entity not covered by 

subdivisions (a), (b), (c), (d), (e) or (f): 

(1) The decision will result in an 

increase or a decrease in the gross 

revenues for a fiscal year of 

$10,000 or more; or 

(2) The decision will result in the 

business entity incurring or 

avoiding additional expenses or 

reducing or eliminating existing 

expenses for a fiscal year in the 

amount of $2,500.00 or more; or 

(3) The decision will result in an 

increase or decrease in the value of 

assets or liabilities of $10,000 or 

more." 

4 



While a strict application of section 18702.2(g) would 

suggest that a conflict of interest exists because the District 

Board's decision will significantly change the Company's existing 

expenses, it is our opinion that a conflict does not exist because 

any change in Company costs which result from the District Board's 

decision will be automatically off set by a corresponding revenue 

change. Specifically, all cost changes must be passed directly to 

the consumer. 

The company is a regulated public utility, i.e. its rates are 

subject to the jurisdiction of the Public utility Commission. 

Public utilities Code §§792 and 792.5 authorize the Public 

utilities Commission to change customers' water rates for 

increases or decreases in certain operating expenses such as 

changes in water costs. sections 792 and 792.5 also set forth a 

requirement that each public utility establish a "reserve account" 

to track its costs of production. The Public utility Commission's 

reserve account procedures are designed to pass through to the 

customer the entire amount of any increase or decrease in water 

costs. Public utility commission Resolution No. W-3438 ~s the 

most current commission action regarding the Company I s reserve 

account and requires the Company to maintain this reserve account 

pursuant to Public utilities Code section 792.5. 

The intended result of the Commission's reserve account 

procedure is that utilities such as the Company remain financially 

unaffected by changes in the water costs. Accordingly, the 

Company will realize no financial benefit if the District lowers 

5 



its rates and thereby brings about a decrease in water costs of 

the Company. 

Because the Company remains financially unaffected by changes 

in water costs , it is our opinion that the director cannot be 

deemed to have a financial interest in the decision of the 

District's Board to increase or decrease water rates. 

Our concern, however, is that under 2 Cal. Admin. Code 

§18702.2(g), the District's decision on the water pricing policy 

would technically have a material financial effect on the Company 

because there would be a substantial change i'n expenses incurred 

by the Company, followed by a change in revenue. 

While a strict reading of section 18702.2(g) would suggest 

that a conflict of interest exists because of the changes in costs 

and revenue, we believe there is no conflict. A technical 

application of section 18702.2 (g) would be elevating form over 

substance because the District's decision on its water pricing 

policy will have no real effect on the Company. 
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TO 

FROM 

RE 

ARTHUR G. KIDMAN 

DOUG~ J. EVERTZ 

MEMORANDUM 

SUMMARY TO BE PRESENTED TO FPPC RE DISTRICT'S VOTE ON 

WATER PRICING POLICY 

DATE : AUGUST 31, 1989 

FACTS TO BE PRESEN~BD 

This law firm represents the Upper San Gabriel Valley 

Municipal Water District ("District ll
). The District is a water 

wholesaler. One of the District's directors is an offioer, 

investor and employee of a retail water company ("company") which 

sells to oonsumers. The District is oonsidering a pricing policy 

change which would indirectly but foreseeably affect the cost of 

water produced by the Company. The cost change, however, will pass 

directly to the company's consumers as regyired by Public Utility 

commission Regulations, and will have no foreseeable financial 

effect on the Company itself. 

ISSUE TO BE RESOLVED 

Whether the director has a "material financial interest lt in 

the District's consideration of the water pricing policy cbange? 

For the reasons described below, our preliminary opinion is that 

the director does not have a "material financial interest ll in the 

deoision because under state statutes and regulations governing 

regulated public utilities, any change in water production costs 

1 
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automatically will be off set by a corresponding change in water 

revenue so that there is no net change in the company's rate of 

return or profitability. Accordingly, we believe that there would 

be no conflict of interest if the director were to participate in 

the decision. 

ANALYSIS 

The pertinent sections of the Political ~eform Act are 

Government Code Seotions 87100 and 87103. Government Code Section 

87100 provides: 

"No public official at any level of state or 

local government shall make, participate in 

making or in any way attempt to use his 

official position to influence a governmental 

decision in whioh he knows or has reason to 

know he has a financial interest." 

Government Code Section 87103 provides in part: 

!IAn official has a financial interest in the 

decision within the meaning of section 87100 

if it is reasonably foreseeable that the 

decision will have a material financial 

effect, distinguishable from its effect on the 

public generally, on the official or a member 

of his or her immediate family or on: 

(a) Any business entity in which the 

2 
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public official has a direct or 

indirect invest~ent worth $1 / 000 or 

more. 

• •• 

(d) Any business entity in which the 

public official is a director, 

officer, partner, trustee; employee, 

or holds a position of management ... 

t:l414 P04 

For the sake of simplification, it may be assumed that the 

director is an investor, officer and employee as described in 

Government Code section 87103(a) and (d). As stated above, the 

only issue is whether the director has a material financial 

interest in the decision. 

2 Cal. Admin. Code §18702 sets forth the oriteria to be used 

in determining whether a governmental decision will have a 

material financial effect on the governmental Official. Section 

18702 provides in part: 

II (at, Specific Rules. The following 

regulations, governing specific types of 

governmental decisions which affect certain 

specific types of economic interest, shall be 

utilized in determining whether the reasonable 

foreseeable effects of the decision will be 

material with respect to the economic 

interests. 

3 
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(2) Economic Interest Indirectly 

Involved in the Decision: 

CA) Business entities-Section 

18702.2 ...... 

2 Cal. Admin. Code §18702.2 provides in part: 

tiThe effect of a decision is material as to a 

business entity in which an official has an 

economic interest if any of the following 

applies: 

••• 

(g) For any business entity not covered by 

SUbdivisions (a), (b), (c) I Cd) I (e) or (f): 

(1) The decision will result in an 

increase or a decrease in the gross 

revenues for a fiscal year of 

$10,000 or more; or 

(2) The decision will result in the 

" business entity incurring or 

avoidinq additional expenses or 

reducing or eliminating existing 

expenses fora fiscal year in the 

amount of $2,500.00 or more; or 

(3) The decision will result in an 

increase or decrease in the value of 

assets or liabilities of $10,000 or 

more." 

4 
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While a strict application of Section 18702.2(q) would 

sugge~t that a conflict of interest exists because the District 

Board's decision will significantly change the company's existing 

expenses, it is our opinion that a conflict does not exist because 

any change in Company costs which result from the District Board's 

decision will be automatically off set by a corresponding revenue 

change. Specifically, all cost changes must be passed directly to 

the consumer. 

The Company is a regulated ~ublic utility, i.e. its rates are 

SUbject to the jurisdiction of the Public Utility Commission. 

Public Utilities Code §§792 and 792.5 authorize the Public 

Utilities Commission to change customers' water rates for 

increases or decreases in certain operating expenses such as 

changes in water costs. Sections 792 and 792.5 also set forth a 

requirement that each public utility establish a "reserve account" 

to track its costs of production. The Public utility Commission's 

reserve account procedures are designed to pass through to the 

customer the ,entire amount of any increase or decrease in water 

costs. Public Utility Commission Resolution No. W-3438 is the 

most current Commission action regarding the Company I s reserve 

account and requires the Company to maintain this reserve account 

pursuant to Public utilities Code section 792.5. 

The intended result of the Commiss1on l s reserve account 

procedure is that utilities such as the Company remain finanoially 

unaffected by changes in the water costs. Accordingly, the 

Company will realize no financial benefit if the District lowers 

5 
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its rates and thereby brinqs about a decrease in water costs of 

the Company. 

Because the Company remains financially unaffected by chanqes 

in water COgts, it is our opinion that the director cannot be 

deemed to havs a financial interest in the decision of the 

District's Board to increase or decrease water rates. 

Our concern t however, is that under 2 Cal. Admin. Code 

§18702.2(q), the District's decision on ths water pricing policy 

would technically have a material financial effect on the Company 

because there would be a SUbstantial change in expenses incurred 

by the Company, followed by a change in revenue. 

While a strict reading of Section 18702.2(9) would suggest 

that a conflict of interest exists because of the changes in costs 

and revenue, we believe there is no conflict. A technical 

application of Section 18702.2 (g) would be elevating form over 

substance because the District's decision on its water pricing 

policy will havs hO real effect on the Company. 

6 
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(RES. W-J4lS) Sl-.N cwmEL VNn:'I. W1.-rm a:t.1:PANY, (sc.v) ,IOEI 
ANQEI.ES (XXJN'J."'i DIVISlo..'f. OROI:':R AUI'HOiUZDll nN OnsEl' MTE 
INCRF..l\SE ~Il.lCl'.NG .$~~6,00g. em 3.3' AI>Dm~ ANl~ REY!Nt.lS • 

.By Advice tetter (AL) ,244, filed. hbnw:y 27, liS9, SIN raqIoluts l1uthcdty 
urder section VI ot GenN.'al 0rQ.ar 96-,A an:! Sec:t:ion 454 of the Publio 
utilities Qx\e to increase rates to o:ttAt: (l) a $147,100 ~ in 
purchased ~ W natural 9U C'lOIIt$,. 2) a $284,lOO i.n::rua& due tc an 
urde'rCQllect.ion in tht.t p.u"Ohased 'power a..,o,d F~ l<.'a.ter balancin; ~, 
ard (3) $4, SOO in related ~ in unccllectibloB W franc:h1M 
~ts. SGV's Los ~e. ~t:::I Div.1aio., sel."'Ves about 43,000 
cu.stome.r= in portions 0: ~dia, Eal~..t1n Par'"', £1 lblte, City of l'.rdUst:1.'y, 
It:'\I1ind.ale, La :FUente, Montcballo, Y..onte.t'&y Park, Pioo Ri'\TeXl\, Roaemaad, san 
Gabriel, 'santa Fe Spr.irqt.l, Solt"...h.El V...::mte, 'Kost O::winA, Whitt:..ic e.rd 
vicinity, tcs An;~ COr.mty. 

~ present xates·~ atfeotiva onAprU 13, 1985, ~ to RGiaolutioh 
W-3)92 'Whieh authorize::} an effset rate 1n=:ease.. c;t:he last qaneral rata 
inorease ~ atteotiva en Ja:tJJIIrf 1.,' U8' putS\Wlt to Deciaion 83 .... 10-002 
in which the ~icn t'C\U'd xe.tes ot retu:rn On rata baH of. 11.05~' for 
1983, 11.17% for 1984, and 1l.371,tor 1985 ~nabl.t with 0 14.50' ~ 
en eC,tU1ty •. fJ.'his. offJIet ~ will not ru\.1lt in • nta of retum greatc 
than. last outh0l:"1zec1. . 

S:i..no$ the ~ttion of the. l:'eqtJasbid in~. caused by ~ 1n the CO!It at 
~ ~er and natural g-u is t'ala:ted to 'h1lter ccns'.lt:'pticn, it is· 
appli~ to the qJantity blcdttl for Mte:re:l~. ~tM' for all 
guant1ticus Of water c1eliv~ ere in~ by $0.010 pr.:t>...r Cot (c:.l'OIl CCf equal.s 
one hund.r8!.1 cubic teet).. In a~ 'lith the o::::mission'e balano1rq 

. ,,<:count policy for 'h'ater utilitiu, the sru.rd"..a:rqa for Bll 'Water sold is 
1ncreased to $0.044 per CCf fpr • ~telv6 ttonth pe.ricd in omen- to !l't'Ol"tize 
the ~llect1on in SIN's p.lrQhued pc:Tw'Qr ard ~ water bI.lInc:in; 
I!IQQOUnt.· . 
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J1e\o:spapers on March 1 an:s 2, 1989. No c:ust.amer protests or ~ 
has teen reoe1vad. 

SGV has It vuiaty of p~ desiqnld. to pl;'Ci1ote water t:x:JNJC."Yat.icln 
inclUd.il"q lhOnthly X'f!l1\irr.!a.rtJ in \.utu billa, leak detaction MrVic:., :ft'M 
CQl1Sernltion ~.ts, aM free water consarvation kita. 
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1mprc:rvement, nor are thee significant service probltmll ~.i.niJ cortGetiw 
action. . 

'!he followirq table shaillS typical bUla for ruidantial custaNl%:1l at va:d.c:uI 
usage levals at prese1lt an:! prqpos:ed rates: 

.. 
Go~ara1 Mat:..ered Sarvios (S/8 x. ~L 4-in¢h ~) 

l-ionthly UIRlSle Praaent Ra~ r;~ }!!tes 
. 

\ 
los Ar'S;el.ea ~ty T!ritt A'n'& . . 

300 aa.tt. • 5.80 ' $ 5.1' 1.4' 
1,000 I 10.43 . 10.71 1.1 
2,000 17.05 . 17.11 3.3 
2,300 (avc:age) lJ.04 l.D.II. 3.4 .. 
3,000 . 23.67 24.51 2.1 .. 
4,000 lO.D 31.41 3.' ',000 'S.'l 38.31 3.' 

YJ.~lecito zone U jr!ritt ArM 

300 6.38 8.47 ~.) 
1,000 Utli3 , 11.81 1.4 
2,000 1I.8a . u .• , s.o 
2,800 (a\I1IX'age.) 24.'6 2S .. 54 3.1 
3,000 21.Z' 27.tfI ,', 3.1 
4,000 33.58 34.70 3.3 
5,000 cOlt" 42.31 3.4 

. '. 

. . 

. '. 
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After imrllAti(Jation by the ~.ter UtUitias &ra.nc::h, the O:mnission tirds that. 
th0 raquesW ):ate ~ hm:eby etut.'1oritflQ 1a justified, aM that. tM 
resultin:; rates a..."'"Q rea.so:ut.ble. s,;."V.is ~ to tttaintaJn .ita bIla.nc:1ncJ . 
8~ U req.lirad by Public utilities o:.de section 792.5 .. 

IT IS ORDERED that sen Gabriel Valley 1'1aW" ~ is e.uthOrllli:!, on tha 
effective date rerein, to IT'aka e!!ElC""..ive NViaoc! SClledgle Nos. %A-l, IAV-l 
a.rd IA':'3L attached to Advice tetter No.. 244 ~ to ~ the ~ 
effact.ive rate scl'lOO:ulu for water serv.i.oe. 

'lhis rt501ution is effective~. 

. . 

. '.. .. 

'. 
" '" 

", 

-).0 
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• 

....... M.l. ...... UIjIC4t1 .... 
' .. ,. .......... .... 

• ~ 'TATe .\HL.'MfI .... ,.. ..... " ..... " ....... ,. , .. ," 
......... , •• tI ... ,. 

l'lIbl it ltttl ttir 11 C!!ommt sslnn 
.TATE 01' CALIPOIIH'A 

• . , 

.' 
~tl.m'ft' 

• 
linoe late 1981, the Com1 •• ton staff an:! the ,.,.ter utility tMu.try haw' 
,.at on "v'f'al oec.s1~ft. to disouslI balarlotn, &CcO\mt pr-oeed.ttrt. I.Ild way. 
to improve t.\ell. .After careful oonsid:aradon of all po:,r.t$ of villi pn •• nt.d 
at t:b.sa Zl2tltiTliS, the staff pr.putO the a~ta.ehed ,uP:rocldun. for Mainta£nina 
",lancing AcaO'JJ\tl for 1I11.1:0r Uult.ti ••• ',f These proatd.ur., 'Wf1'0 presant.d to 
end. a.d.opted by t.he ~8s:lon at the Qon!erenea of. May 18, li83. i/' 

, " l 

All .. 3:'lwl't.. all vater ut111ti •• &re directed t.OI., 

1. fem.f.nat. en.tina b&1.nc1nl aooount. procll!uN ... 9f 
Juaa 30. 1~8l. . 

2. Jle.iM1ng July 1. IPS3, to usa the attached pZ'OCedurea 
fOr ma1ntunin& b&lu.oLI\I .coounts..· ' 

It fOU have any qu'stions on thea. revi'ld prOctdur88 t pl .... oontact 
w •• Frankl1n&t (415) 557-028a or Bob Bennttt at (415),557-1848. 

V. t:t\ll,~r~ ~/ -:......,....--. 
C/~ 

Jo tph I. 3od~tz 
Ex.cutive Direotor .. 
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.' 

PROC!OURES FOI MAINTAINING 
BALA~CING ACCOUNtS, fOR WATER UTILITIES 

AftACItSlm 

The purpo4. of • balenotna account t. to track the under
collection or overcollQct1on associated with the incidence of an 
expense. chan~e and' the authorir;&tion of -revenue to off.et the 
tx.pen •• change. 

2. ~PLICABILiTY 

Pursuant to Sec:.tion 792.5 of the Public 'Utiliti •• Code. a ' 
-b8lancln~ aee=unt 1 •. to be kept. for all expense items ,fot whleh , 
-revenue off,at. have been authorized. A separate balancing account 
mUlt be nulinta1ned for each offset expense itam. All mul'ti
d18triet water utilities shall maintain saperate balancing account. 
-for each di.trict. Balancing accounts must b. kept .eperaee from 
the I~n.r .. l led,or a~~ount8 pf the~tility. 

, , , 

3. START t)AT! 
d 1 

.' 
, ' 

All water utility' •• hall begin maintaining balano1ng accounts 
by the pr.ocedure d.,cl'ib~d herein .1 ot. July 1. 1983. 

4. ADOPTED QUANTITl!~ 

, Teat year el.lltomer. expen.e,inv'e.tment and revenue projections 
found reasonable in the lat •• t aenaral rate case decision will be 
used for the 'P~ocedure. herlln. . ' 

, ' 

Balanein, ac:counts maintained beyond the latest' teat yea.r '1111 
us. the latelJt adopted quantit:i... Tho •• cases where adQ'Eted 
quantities do noe ~xlae O~ ~her. the lat •• t decision il ola.r than 
5 years. will be handled on a case by CAse' b.,il, by the Commission 
.taff, . 

, s. EXPENS! COUPONENT -
a. Water Productlon Expenses - Tho .x~en.e component of the 

balanc!na ae'couri'E' i. g r:'J,en 'by: 

~pense 
Component. ,. 

lecorded , 
ConaUDpt 10n 

-2,.. 

x 
Incremental Expensl 
Rate Chan&e 
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. 
Non-Water Production Exntns •• - The expense component of 
Elie balanc!nracc.ount 18 i£v.n bYl 

Expense 
(bmponont • 

Mopted 
Expense x 

'ercent 
IKpena e Chan,_ 

All expense Oomponents are to b. booked monthly. In the c ••• 
of. non-watar p1."oduct:1on expe\'\ ••• ·it wIll be ntce •• ary eo dl1tid. th.' 
annualized expense change by 'twelve (12). 

REVENUE COMPONENT 
- ! 

a. Water Production EX'D .. n ••• o' - The revenUe component of the 
balancing account ii liven by: 

b., 

aevenue 
,COtnponent ;: 

Recorded 
Water Sal •• x 

Non-Water P~oduation Exoensea, & th. 
the balanCing account is liven by:' 

Revenue 1\eco'rded 
Component .. Service Charges It 

lncr.~.nt.l Revenue 
Rate Ql.nJ5~ 

r,venue component of 

Incremental aevenue 
Rate Change 

. late Des1gn I , 
The guidelirtlu balow are to be uled 'for calculating the ,monthly' 

revenue ~omponent of the balancing aeeoun~. However. there may be 
time. when a util ity. leeking offset relief t .co.mbines a small ,non
wate~ expensQ change with & mu~h larger water produotion expen •• 
Change. In some instances a uniform increase for all .~rvl¢e 
charges 'WOuld not be poss ible. Therefore, water ut111t1e. have the 
option of reques.t1ng that non-,,",ater production expense chan,e. be 
otfaer. thro~h"either the .Irvice or quantity charles. 

, 

1. Water Production £xnense. (Metered) • comput. an . 
incremental ~change in cants per Caf, Revenue eomponent ~a 
based on reoorded metered .al •••. 

2. Rate - COmpute an 
at tate tariff. similar to the 

3. Non-Water ProQuetion Exoenses - Compute an incremental ' 
cnange In Ehe .ervice charga (or flat rate tariff.) 81milar 
to the comput.t~on ot a 8urchar&e. 

-2-
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7. JALANOING ACCOUNT !OOKl~~ PRQ£EDUR! 

Ent~t ••• hall be made to each individual balaneln& account at 
. the end of each mOr\th as follow.: 

'8. 

.' 

W.tar Production ExpeDs., 

a. A debit ent~y equal 'to •. if po.lt1ve (cra41t entry, .if 
n.,ative) the egpense component'a. calculated lQ Section (5). 

b. A credlt entry equal to. iE positive (d,bit entry, if 
nelat1ve) the revenue component a. calculated 1n S.etion (6). 

c. The monthly balanc{nJ a~count accrual 1e tbe difference 
between <7 a) and (7b). 

WEIGHTING FACTORS • 
~pen!e and revenue rate chan •• , oeour at any time of the 

month. Billa for service are rendered to CU8~~er. 1n monthly Or 
bimonthly bill1n~ cycles. In each billin, cycle • utillty bill. 
onl1 a portion of its cu.tomers. 'To properly account for -the 
impact of an expense or revenue rate chan,e in a liven month, -i.e 
ia necea&ary to prorate the8~ changas. 

. Expenses and flat rate (or service eharge) revenues are 
prorated an the basis 'of! the ratio of the number of day. the cl'Ulnge 
1. effective to the total number of day. in the month. Metered 
rev.n~es are prorated on,the basi. of the ratio of billed usage for 
the number of day. in effect to the billed usa, •• 'Iuming the 
effective rate for the total days in the m~ntn •. 

Formulas for calculatinl t'he exp.nee and revenue weighting 
factors for monthly and bimonthly bll1in~ cycles are given balow, 
Theta fortnulB.8,.are a,:)proprf.&te for the lar~.r ut11ittes who read 
~eter. all through the month. For small water uti11ties vho read 
all their meters within a few days, a atra1eht pr~~ort1on of their 
billtng plriod should be uled for weight.ing, . 

. a. Weighting Fsctors-MOnthly B1ll!ng Cycle 

EXpense Weighting Factor 

EW • (N 1 • E. + ,) IN 1 
Flat Rate (Se~vlce Charae) aevenue Welabting Factor 

raw - (N1 - Er + 1)/N1 
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,. 

• 

M,tered Revenue Weighting Factor 
2 

HEW, - eN1 - Er + 1)2 1211 

MlWa • , ~ (~ ~ 1)2 12R1N2 

I. lfelgbtlng Fa9tora-!llnonthly Billin! Cycl. 

,', Mhere, 

Ixp.n •• W.1~htiftC Factor 

IN • (.1 " z. + 1)/N1 
flat Rate (Service Charge) Revenue Wei,hting Factor 

BY • (Nl - t~ +-')/N1 
Netered ~.venue Weight1n& Factor 

HRW1 .. (Nl - Er + ,,2 /2N,(Nl + HZ' 

HRWZ • (2N, + HZ • 2!r + 2)/2(Nl + N2 ) 
• 

'MIl'l3 - 1 "'; CEr :- 1) 2 /2(Nl + N2.)N3 

Ie. Effective date of expense rate ~hang8 

It .. Eftect1ve d.t. of-''Z'wenue rat. chan". 

1"1 - Exp,ense w.l~htln8 factor 

FRW • Flat ratere~.nue vetenting f&cto~ 

H!W1.2 3 • Met~red revenue weight1na facthor forth. 
" .flrst •• econd and tnit'C lUont ... 

1,,2,3 • Number~of d~V8 1n the fir.e, second and 
thlru montb.. 

BALANCING ACCOUNt DtSPOS1TION 
t 4 ,. 

In general Qalances in the balanc1n, accounts will be disposed 
of in offset ratl procaed1nis. Although not. anticipated, bAlances 
exceedin~ 2% of the gro •• annual'revenues adopted for the.mo.t 
~ecent test year, or in the most recent annual r.port on f11e at 
the tlme a genital rat. o~der 1. being. drafted wlll be di.posed of 
in that order. . . 
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At the time offset rates are Slranted, the total ot the. 
accumulated .ce~ur.ls in all balancing accounts ~u.t b* amort1zed 
if that total excQeds 2% of the I~oss.nnual~evenuelado?ted for 
the mOlt recant telC year. or in .the·mo.t recent annual report on 
fl1e. The ~alance. to be used are th. most recent available to. th~ 
.tlllty at the time it files for off.lt ratel. Amortisation of the 
'alanc1ng accounts will not be required, it at the time Aentral or 
oftset rates are ~ranted a utility can demonatrate that the total 
-of the accumulated accrural. are likely to decline b.low th. 2' 
·lwe1 within the neKt 3 months. .. 

lel_ncea whose absolute values are lesa than Sl.ot the ~ro •• 
annual revenues adopted for the most recenetest year, or i~ the 
·.oat t.cent annual report on file are to. be amortized over one 

.. ,. •• r* Balanc.es exc.eed1n& S~ will be .amort!zedover period. greaeer 
than 1 year. 

10. RI~ER COND1TIONS 

.a.. Water utilities should be pre1)ared when requested by the 
·~~18.ion or its staff eo justify any differences between 
the recorded produc~ion fe~tor. and thOle adopted l~ the 
.o.t recent decision. Failure to do .0 mayrelult in an 
adjustment to thebalanein& account to reflect adopted 
production facto~l* . 

'b. ·Yate.r utilities must submit as part of their ofE.te filing 
for & district, infcrmatfon on all balancing a.ccount. for 
that Q is t ri Qt·. le.i1uro to do .0 mQ'" relUlt ·111 • rejeotlon ot t.bl 
'~.' . . .. 

.. 
• 

. . 

I .. 
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PlRQIISII) 10ER It\t.A'NCIlG AallN 
(1981) 

. (1) (2) (3) (4) (5) (6)-(2)x(5) (7)-(3)s(4) 
1Dc:r. Incr. 

lee. Beoonted Brp ...... Iev". Rate 
Ibdt Sales ~,(~l) ~e 'II!tIet:D! 'Eqe8l! 

(KCcf) ($/Ccf) ($) ($) 

Jan. 240.2: 168 .. 600 
Feb. 2)7.3 16.5,600 -
}olar .. 234.2 162.400 0 .. 015 2,400 
Apr. 247.2 118,400 0 .. 015 D.0111 2 .. 700 _ 2 .. 700 
May 328 ~t) 211.000 0.015 0.0111 3.600 3.5(1) 
Jm 328..4 23.5,000 0 .. 025 0.0111 ,3,600 5.m. 
..Ju1. 349.3 242.200 0.025 0 .. 0111 3,900 6,100 
Aug. 342.8 247.000 0.025 0.0193' 6.~ .. ' 6,200 
Sep. . 333.2 23' .. 100 0.030 0.0193 ... " 6.400 5.800 
Oct;. - 298.0 2P6,600 0.030 0.0193 -- S,BOO - 6,200 
fbi .. 1AI.3, 180,000 0.030 Q.0193 4,.800 .. 5,400 
Dec. 201.6 150,000 ' 0.030 0.0193 4,000 4,.500 

~ ~,!!!!t1es (1981) 

1. ~ Paer .,$ 146,8JO 
2. 'Water Sales - 3.394,100 Q::f 
3. fewer COIIStllllpt:fDn - 2.353.600 KIlt 

Offset !!Ftmse aad Revenue f.o!!ell a£f.c!!! 
1 .. EKpeme Increase" Effective Ha:cdi 1 . " 

$O.015/XMh x 2,353.600 EWb- $S5.3OO "", 
Offset Revenue Increase ~fecth'e AprU 1 (Inc. Bat. Acct. 1JiioI:t:.) 

(~5.300 + $2,.r.oo)/3,394,100 Ccf - $O.Dl1t/Ccf ". : 
2. Eq:tense Increase Effective .Jl'Ilf! 1 '.". ' 

$O.Ql/XWh x 2,353.600BWh- $23,500 
Offset ~ Increase Effe!:t:ive.August 1 (Inc:. Bal • .Ac¢. /ert .. ) 

($23.500 + $6.800 - $2,400)/3.394.100 Ccf - $O.OOl2 
3. !QJe:ose lu:::rcase Effective October 1 . 

$O.OO5/K1.b " 2,353.600 W1 - $11 ,800 
No Iddltional Revenue Offset as of J8x:a'~ 31. 

-6-

(8)-(6)-(7) 
c::IVer -= 
(Under) 

Co11ect1cn 
(~) 

-
(2.400) 

100 
(2.,.300) 
(2,200) 

40l 
600 

(400) 
(600) 
(500) 

(J) 

kCII.t 
($) 

.... 
(2.400) 
~2,400) 
2,300) 

(4 .. 600) 
(6,800) 
(fi/tOO) 
(.$,800) 
(6,200) 
(6.800) 
(1,300) 

~ 
~ 
(1\ 

tSl 
l-' 

tI 

. () 

o 
~ 
R 
'-

" , ..... 
• "tl 

~ 

-l m 
r 

a .. 
, ..... 

I 
-J 
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t 
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tR 
-~ ..... 
~ 

f 
~ 

to 

lJ 
~ 
l-' 
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l'A11UL BA1AHCIlC ItCOXKt 

(I) 

H:tth 

Jan. 
. Feb. 
fIar. 
Apr. 
I'hy 
.Too 
Jul. 
~. 
Scp. 
Oct. 
Nov. 
Dec •. 

a> 
RecoI:ded Service . 
lllaJ:ges 

($) 

23 .. 150 
21.200 
23 .. 250 
23.2S0 
23.340 
23.370 
23 .. 310 
2) .. 37<l 
23 .. 390 
23.400 
23 .. 450 
23.450 

(3) 

AcIapted 

't$) 
4,.370 
4,310 
4.310 
4,370 
4.310 
4,370 
4 .. 370 
4.310 
4.370 
4.370 
4,370 
4.370 

~ed ~t1tiel!l (1981~ 

. 1. 
1. 

(4) 
1ner. 

2Kp. lata 
OIange 

(%) 

to 
10 
10 
10 
10 
10 
10 
10 
10 
10 
10 
10 

Offset ~ Md Beve:me 9!!<:!!'at:k!!! 
1. ~ Increase Ef'fect.lw Jalaaan 1 

. 10% x $52,440 .. $5.244-
Maathl, El:perase Inc:.rease 

(1981) 

(5) (6)-(2)x(5) 
Incr. 

Rev. Rate 
Olange ~ 

(X) ($) 

-- .. 
2..14 561 
2..44. . S69 
2...44 . 570 
2..44 : 570 
2..44 .570 
2 .. 44 571 
2.44 571 
2 .. 44- sn 
2..44 5n 

(7)-(3)x(4) 

Elq:Ense 
($) 

4'51 
4!7 
431 
4J1 
4'9 
4"R 
IJI 
4:Il 
431 
4J1 . IU1 
431 

$5,244/12 ... $tt37 __ -
2. Offset: ~ tnecease Effective Apd11 (IDe. BIlL Ited:.. '-'r:t.) 

. (~5,244 + .$1.311 )/$268.5(Q - 2.1t1tS. . 

-11-

(8)-(&)-(7) (9) 
Ower .. 
(Order) 

Collectica:t Acctual 
($) ($) 

(437) (437) 
(437) (874) 
(431) 
130 

.g,]I1) 
1,181 ) 

132 {I ,049) 
1n (916) 
133 (783) 
133 (650~ 
134 (>16 
134 (.'392.) 
135 (247) 
135 (112) 

.. 

(f) 
m 
II 
I 

~ 
I 

rn 
I£J 
..... 
IJ'l 
IS) 
...... 

t:] 

~ 
n 
53 
3: . ~ 
A -
~ 
--l m 
r 

a 
..... 
I 

.-,J ..... 
t 
.-,J 
Ul 

'f 
L-J 
I-" 

~ 

f ..... 
'Ul 

II 
I-" 
I\J 
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PWP&i1'! DX IWAIEI.IG AaXUrt 

(1) (2) . (3) (4,-
Beeotdecl Incr. 
Service ltdopteJ Tax Rate 

Month Chrrges Tax Sase ~e 
($) ($) ·eX) 

Jan. 23,150 36.000 ~2 
Feb. 23,200 36.000 .2 
}-lar. 23,250 36,000 .2 . 
Ayr. 23,250 36.000 . .2 
!-by 23,340 36,000 .2 
JUI 23,370 . 36 1000 .. 2 
Jul. 23,370 . 36,000 ..2 
Aug. 23,370 36.000 .2. 
~. . 23,390 36,000 .2 
Oct. 23.400 36,000. .2 
Nc7r. 23,450 ·36,000 . .2 
Dec. _ 2JASO J& .000 • 2 

:MoPt..!4 ~tit1es (1981 ~ 

1. Pr;operty Tmc -$ 36 .. 000 
2. Property Tal( Bose - $3.600,000 

. 3. "!" ·1% Property Tnx Rate . 
4~ Service O:uu:Re Reveme - $ 1.68.500 

Off&et .~ and Revaue CalcuJaticl!ls . 

. Expense Increase Effective ..JaraJary 1. 
.2% :It $3 ,600.000 - $7 ,200 

Ibd:lly Expense Increase . 

(1981) 

(5) (6)-(2)x(S) 
Incr. 

Her. Rate 
~e levelue 

00 ($) 

- ~ -
3 .. 35 814 . 
.3.35- 817 
3 .. 35 818 
3.35 818 
3.35 818 
3.35 819 

, 

3..35 819 
3~35 821 
3.35 821 

.- -

(7)-(3)s(4) 

P.I:peI-
($) 

600 
600 
600 
000 
600 
600 
600 
600 
EOO 
600 

• 600 
600 . 

.' t1 ,200/12 - $600 _, 
Offset ReYerAJe Increase Effectiw Aprll. 1 ODe. Bal.- Acct. ~.) 

. . ($7,,200 + $1-,800)/$268,.5(1) - ·3.3~ . . . 

-8-

(8)-(6)-(7) (9) 
Orer •. 
(U1der) 

CollcctJaa AceD'" 
($) ($) 

(600) (600) 
(600) ~1.2UJ) 
(600) 1,800) 
214 - (1.586) 
217 (1,369) 
218 (1 J 151) 
2lS (933) 
218 (715) 
219 (496) 
219 (Z1I) 
221 (56) 
221 16S 

• 

• 
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tr~bltt lttilitil'S Q!nttUtttsllfatt . ' .TATIE OF CAL.lfI'OIltNtA ........ 
. •• ,tlmber 1:J. 1tll 

• 

1'Oz ClAIRe A. I AH'D e UA'lEl\ U'rILl'Z'tI' 
.. 

. , . 
." !tltnstns AccO\lt\U 

• "'t. " 

aecent oftlQt tiline. have indica tad a a •• d to address the ~ac. de.llD 
••• ocl.tad with am;rt1t1n& ba1_ncing account 4co~UA18. th~ ftl" balanctDs 
ac,c,ount procedureS approved by the Co~i •• lon on ~.y 18, 1983. are atltnt 
en thl. ~tt=r. At th. joint t.chn'~l workshop (.t&ff aDd water lndult~) 

, ~Oc.d""cted in June. it wal' '\1I;.Sc.ed that bala",olna account accrual. b. 
'reoovered .nt1~.11 f~o= the .orv$.e. chara •• 

We have aivin thl matter rJrther th~ht acd are cow :ecommc~dlna t~t 
~ccovery of tha ballftctns .CCoun~ accrual,.rtlat.ed to w~ter productto~ 
tap.n •• " i,e., purch ••• 4 powa, aud purchcocd V4COr Ihou14 b~ recov3rcd 
tb~oUlh chI Quantity ch~rle.. Aocr~lll related to non-wat.r production 
ezpenseB. 8uch •• pO$~a,e end ad vAloro. taK~1 .h~ld bo rtcovorld thto~b 
the .ervice tbal','. . 

Attachld if All tnsert crt the t"lcOIJaIn.da6 rata d.llau fOf .m~l"ti&lc8 balau'iolftl 
account .ocrPAls. Plesse tnclu41 thlt 1c your b41~nD1AS a~C~uAt proeodur •• 
under B.otton 6, Revellue Cot1pOD.lllt. ' 

It 10U bava &1\)' qu •• ttol1l. 1'1 .... do 'lot he81tate to call me .t 
1863. ' . . . . " . . 

". Very tru1y ,OUI, . 

fs*e~· 
~dr&ulto Br&a:h 

.. 

Attac:bmlaC 

. . . 

(415) 557-
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•• For the amqunt ac:.c:.ruld fTom vater 'Pl'odu.tt.otl. expIDlI'. compute 
'D !ncram.ntal ch.~1 in Cluta p.~ CQf. 

, ,I». ror the as:lount aeened from uCln .... t.r produotioft up'n.... cOI'Ipute 
aD in;reaentll ch&n~e in the •• rv1c:.e chara_ .tc1lar to the .am
putation of • lurcharse • . . 

,5. M2rthat!.on of Qyer[!Jt'ld,r Q211!l:t12.,q, '11 i!lanc!ss AC,£Sl1U\t!llAS lice) . . 
<. a. Compute 8n I.Dc:.remontal ch.ns- fot' U. flat rata t&ritf.s1lld.1a~ 

to the c~uC&t1.on of ... &UlICh&rlc. . , ' 
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